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KEY ECONOMIC INDICATORS 


(Cruzeiro exchange rate as of Sept. 23: Cr$ 8.52 to US$ 1.00) 


I. Overall Statistics 1974 1975 % Change* 
GDP (1972 prices; US} billion) $74.3 a a. = 
Per Capita GDP (1972 prices; 

Pop. 107 million) $700 
Rio Cost of Living 
Index (1965/67=100) 531.9 640. 9a +29%ha 
Gov. Revenue (Cr$ billion) 76.8 51. 4b +32%b 
Gov. Expend. ( - ) 72.9 50. 8b +48%b 
Money Supply ( . ) 120. 8 138. ta +3 44a 
For. Ex. Reserves (US$ billion) 5.3 4, 2e -34%e 


II. Selected Industrial Production Statistics 
Steel (million tons) 7.49 5. 46a 8. 1%a 
Automobiles (thousand units) 858 626a 5. 1%a 
Crude Oil (million cu. meters) 10.3 6. 8a -0. 3%a 
Indus. Elec. Power 

Consumption (billion kwh)** 20.7 13. 4b 6. 4%b 


III. Selected Agricultural Production Estimates (million metric tons) 

1974 1975 Estimated % Change 
Sugar 6.9 6.9 0 
Soybeans . 9. +25% 
Coffee 65 38 -16% 
Wheat ° ° 0 
Corn 15. 15. 0 


IV. Selected Exports and Imports (US$ 1,000): Jan/Aug 1975, and (in parentheses) 


Percentage Growth over Jan/Aug 1974. 


Exports Imports 

Total 5,815 (2%) Total 

Sugar 848 (73%) Elec. Mat. & Mach. 

Soybeans & Prod. 844 (56%) Fuel 

Coffee 584 (7%) Iron & Steel 

Iron Ore 560 (73%) Chemicals 

Transport Equip. 200 (10%) Transport Mat. 

Non-elec. Mach. 155 (101%) Non-fer. Metals 386 (31%) 

Cocoa 129 (20%) Rubber & Plastics 174 (37%) 

Tobacco 105 (64%) Fertilizers 174 (38%) 
Cereals (mainly wheat) 163 (48%) 
Paper & Cell. 142 (27%) 


V. Selected US Exports to Brazil (US$ million CIF): 1974, and (in parentheses) 
Percentage Growth over 1973. 


Total 

Wheat 263 (2%) Polymers 87 (200%) 
Jet Aircraft 178 (251%) Non-elec. Mach. 63 (153%) 
Phosphates (& Super-) 171 (164%) Copper 60 (64%) 
Iron and Steel 171 (188%) Machine Tools 45 (5%) 
Electrical Prod. 164 (37%) Lubricating Oil 44 (96%) 
Tractors 97 (39%) Data Processing Equip. 42 (41%) 


a - Jan/Aug data; b - Jan/Jul data; c- Jan/May data. ; 
*Percentage change, for example, between Jan/Aug 1975 and the same period in 1974. 
**Selected electrical companies. 





ECONOMIC TRENDS REPORT - BRAZIL 


Summary - Brazil's real GNP is expected to increase by less than & 

in 1975, as compared with nearly 10% in 1974. The causes of slower 
growth have included: the government's efforts to improve the balance 
of payments and to control inflation; higher prices for imported oil; 
and the effects on agriculture of the severe mid-July frost in southern 
Brazil. Inflation is expected to reach 28 - 30% in 1975, an improvement 
over 1974's 35% rate. The liquidity shortage of early 1975 has ended 
and liquidity is expected to remain adequate. Cruzeiro devaluation 
from January through August 25 reached 14.5%,which represents a slight 
acceleration in the pace of devaluation. Brazil continues to face 
balance of payments difficulties. The trade deficit is likely to 
exceed the target of $2.5 billion, and official reserves are expected 
to fall again this year. Real wages in 1975 for many workers have 
increased, although higher-than-expected inflation is eroding part 

of the gains. The Government has made social development a high 
priority, increasing budget allocations for major social programs, 
Industrial output and investment are expected to pick-up in the 
second-half of 1975. Major new investments are going forward in 
transportation, energy, non-ferrous metals, capital goods, chemicals, 
and other intermediate products. Agricultura growth in 1975 will be 
lower than in 1974, mainly because of declines in coffee and cotton 
production. Retail sales are now improving. Despite the economic 
slowdown and import restrictions, Brazil will continue to be an 
attractive market for selective U.S. exports and investments, 
especially since the Brazilian economy has continued to grow despite 
higher oil prices and the recent international recession. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Overall Performance - Brazilian Government economists expect that 
Brazil's real GNP will increase by less than & in 1975, as compared 
with nearly 10% in 1974. Even prior to the mid-July frost in southern 
Brazil, which severely damaged crops, the Government had expected 
lower growth in 1975 because: (a) it had charted a moderately 
contractionary policy, including a small budget surplus, in order to 
improve the balance of payments and reduce inflation, the key 
priorities in 1975, (b) the economy began the year in a downturn, 

and (c) higher oil prices had forced economic realignment. Growth 

in the first half of 1975 was moderately slow, partly because of 
inadequate demand and a shortage of liquidity. In the second quarter 
the Government altered priorities somewhat in order to promote 
expansion: it expanded liquidity, assisted the most affected sectors, 
lowered certain taxes, and increased wages for many workers. 

Recovery came in the third quarter when industrial output improved, 
retail sales gained, and inventories fell to more normal levels. 
Growth in the second half of 1975 has been higher, and this trend is 
expected to continue into 1976. 
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Government economists believe that many of the short-term perturbations 
which complicated economic policy-making up through July have now been 
partially or fully neutralized. Looking several months ahead, policy- 
makers are concerned about the effect of the » OPEC oil price 
increase and about the pace of recovery in developed countries. Over 
the longer term, growth prospects remain good, largely because about 
one-fourth of GNP is invested. Balance of payments difficulties, 
however, might limit economic expansion through 1977. 


Inflation - The Government's "gradualist" program to lower inflation in 
1975 below last year's 35% rate (as measured by the cost of living in 
Rio) has succeeded partially. The Government had hoped to attain a 

25% rate this year, but the effects of mid-year liquidity expansion 

and the frost are now expected to increase inflation to 28 - 30% in 1975. 
Including the bulge in post-freeze August food prices, inflation in 

the first eight months of 1975 was 20.5%, down from the 24.9% rate 
recorded in the first eight months of 1974. In September, the 
Government altered the monetary correction system, Brazil's method 

for indexing many prices and interest rates, in order to reduce the 
system's inflation-generating potential. The alteration excludes 

(up to a limit) "accidental" price increases, thus far defined to 
include frost-related food price increases and OPEC oil price decisions. 


Money and Finance - By August 24, the money supply was 14. 6% higher 
than at the end of 1974, and bank loans to the private sector were up 
by 30%. These statistics would imply that the money supply in 1975 

has grown 6% slower than the rate of inflation, but bank loans 

have increased by about 9 - 10% in real terms. Bank liquidity, however, 
is expected to remain adequate. In order better to control liquidity 
(a problem in 1975), the Central Bank has sought to improve the open 
market operations mechanism. The Government has taken several measures 
to stimulate the capital markets: it permitted foreign participants 

in the stock market through investment companies, and it liberalized 
interest rate ceilings on certain types of financial instruments 
bearing variable monetary correction, although ceilings were kept on 
bank loans. 


Cruzeiro Devaluation - The pace of Brazil's "mini-devaluations," small 
changes in the cruzeiro rate made at periodic but unpredictable intervals, 
seems to have accelerated when compared with comparative rates of 
inflation in Brazil and its main trading partners. Through September 23, 
there had been ten changes in the cruzeiro/dollar rate, for a total 
devaluation of 14.5%. As of September 23, 1975, the Cruzeiro rate was 

Cr$ 8.52 to the US dollar. 





International Finance and Payments - Brazil continues to face balance 
of payments difficulties, the major constraint on economic policies. 
Hoping to reduce the trade deficit below the sizeable US$ 4.6 billion 
level of 1974, the Government set a US$ 2.5 billion goal for 1975; 
based on exports of US$ 10 billion and imports of US$ 12.5 billion. 
To achieve this objective, the authorities (a) placed strict controls 
on imports by the public sector, which last year accounted for about 
half of total imports, (b) required a six-month, no interest, no 
monetary correction deposit at the Central Bank equivalent to 100% 

of the FOB value of the imports (excepting imports financed by foreign 
loans with a term of at least one year), (c) followed a tight money 
policy prior to June, and (d) accelerated Cruzeiro devaluations. 


The trade deficit through August was US$ 2.3 billion. This indicates 
that the deficit in 1975 will likely surpass the US$ 2.5 billion target, 
particularly because of a short fall in exports. In mid-September, 
Finance Minister Simonsen predicted that the deficit would reach 

US$ 2.7 billion. Through August exports amounted to uS$ 5.8 billion 
(three-fifths of which were basic products),a 29% increase over the 
same period in 1974. Although exports pick up during the second half, 
they are expected to reach only about US$ 9.5 billion for the entire 
year. Imports in the first eight months were US$ 8.1 billion, a 2% 
increase over the same period in 1974. The current account deficit, 
therefore, is expected to exceed us$ 5.5 billion (services account 
deficit, US$ 3.0 billion; plus a trade deficit of over US$ 2.5 billion). 
Brazil will repay in 1975 about US$ 2.4 billion of its foreign debt, 
bringing the total foreign financial gap to at least US$ 7.9 billion. 
To finance this gap Brazil continues to rely on foreign capital, 
although inflows are down from 1974. Foreign loans this year are 
expected to be US$ 4.5 billion, and direct investment should be 

about US$ 900 million. Brazil's 
foreign debt will probably climb to US$ 20 billion by the end of 1975 
(it was US$ 17.1 billion at the end of 1974). Trends through August 
have led most observers to believe that foreign exchange reserves, 
which declined significantly in the first half, will end the year at 
below US$ 4 billion. 


Wages and Employment - In 1975, the Brazilian Government instituted 
a major change in wage policy designed to improve the real wages 

of many medium-to-low paid workers. Stagnation of real wages has 
been the touchstone of liberal criticism of the Brazilian economic 
model, prominent in the campaign for the November 1974 elections. 

On May 1, 1975, the effective minimum wage was increased by 31%, in 
addition to the 10% catch-up increase given last December. Later the 
Government announced that many low-paid workers would receive an 
additional wage bonus at year-end. For workers with contracts, the 
Government has adjusted wages (at the time of contract renewal, once 
a year) at higher rates than in the recent past (e.g., the September 
1975 adjustment was 36%). Higher than expected inflation this year, 
however, is eroding part of the gains. Industrial employment appears 


to have grown steadily in the past six months. 
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Social Programs - The Government has made social development a high 
priority, an important step in a country where population growth is 
2.8% per year. Speaking to the nation on August 1, President Ernesto 
Geisel emphasized gains in wages for the lowest paid, higher budgets 
for education, health and social security, the creation of a Social 
Development Support Fund, new funds for urban development, and other 
programs. The greater priority of social programs was reflected in 
the proposed 1976 Government budget: allocations for education and 
culture, up 884; health and sanitation, up 121% (in nominal terms). 


Industry and Construction - Manufacturing output grew slowly in the 
first half of 1975 in comparison with the first half of 1974. 
Industrial consumption of electric power was up by 6.4% (versus 

14,2% in the first half of 1974). Manufacturing production picked 

up in the third quarter as demand expanded and high inventories were 
drawn down. In the first half, output apparently grew moderately in 
mechanical equipment, and tobacco; at lower rates in apparel, 
non-metallic minerals, transport equipment, food and beverages, rubber, 
and metals; and at negative or zero rates in textiles, pulp and paper, 
electrical equipment , and chemicals. Investment, especially in 
capital goods, intermediate products, and chemicals, is expected to 
increase in the coming months. Government entities account for about 
half of all investment. New foreign investment in industry has slowed 
somewhat, reflecting world economic stagnation. New import 
requirements and expected tightened restrictions on technology 
transfer may cause delays in some investments and plans. Residential 
construction has lagged because of reduced purchasing power of many 
workers, although new, higher mortgage borrowing limits have spurred 
construction, as should the revised monetary correction index which 
will lower mortgage costs. Heavy construction has been slowed because 
of transitional problems involving the Government's shift of priorities 
from roads to railroads and because of planning and engineering delays 
for railroad construction. Naval construction is up, and Brazil is 
now building ships above 30,000 DWT. 


Minerals and Energy - Brazil is moving aggressively to expand 

investment in energy and mineral activities, through greater oil 
exploration and construction of new capacity in the petrochemicals 
sectoy through a bold new nuclear energy program, and through 

development of new non-ferrous metals deposits and processing of ore. 
Brazil now imports 3/4 of its petroleum consumption (about 800,000 
barrels per day); imports in 1975 may exceed US$ 3.0 billion. (1.5% above 1974). 
To reduce this dependence, Petrobras has begun a large oil exploration 
program, although some observers believe this program insufficient 

for self-sufficiency in the near term. Brazil is beginning to implement 
a US$ 10 billion nuclear energy program,. based largely on an 

agreement with West Germany. The Government has launched an ambitious 
program to explore for, and develop, deposits of non-ferrous metals. 
Brazil will continue to depend heavily on foreign imports of coal, 
especially metallurgical grade coal. Virtually all copper is imported, 
about US$ 350 million annually. 





Agriculture - The growth of agriculture production this year will 
not reach the 8.7% rate recorded in 1974, mainly because of declines 
in coffee and cotton output, and despite a large increase in soy- 
bean output. Tobacco output will be up substantially this year; 
rice, beans, and milk, up moderately; sugar cane, wheat, and corn, 
unchanged; and peanuts, down moderately (see statistices in Table). 
The mid-July frost, the worst in memory, hurt this year's produc- 
tion of sugar (also harmed by dry weather) and wheat. The frost 
will have its greatest impact on next year's coffee production. 

In mid-August the Government announced a Cr$8.1 billion program 

to assist coffee producers. The Government has inaugurated programs 
to promote long-term agriculture growth in Central, Northeast, 

and Northern Brazil, and to improve pastures and storage facilities. 
It has also given fiscal incentives to the fishing industry, where 
modernization problems have slowed output growth. The Government's 
1976 budget includes a 150 % increase (in nominal terms) in spend- 
ings, direct and indirect, for agriculture. 


Commerce - Retail sales began to improve in May. Merchants attributed 
the gain primarily to real wage growth. In real terms, retail sales 
in Rio for the first eight months of 1975 were 2.8% above the same 
period in 1974. Air travel is up in the second half of 1975. 


IMPLICATIONS FOR THE UNITED STATES 


Implications for U.S. Business - Despite the economic slow-down in 
the first half of 1975 and import restrictions, Brazil will continue 
to be an attractive market for selected U.S. exports, investments, 
and services, especially those associated with investments in high 
technology, import substituting and export industries, and social 
development programs, Examples are the new petrochemical center, 
the steel industry expansion program, capital goods production, the 
railway system, domestic satellite and radio monitoring systems, 
mining of bauxite and other non-ferrous ores, fertilizer production, 
port construction, and health and education equipment and services. 
U.S. participation in these and other fields continues to depend 

on access to foreign and domestic financing. The nuclear agreement 
with West Germany seems to have foreclosed U.S. firms from the market 
for nuclear reactors. Brazil continues to welcome foreign direct 
investment in priority sectors, with emphasis on joint ventures. 

An element of uncertainty, however, has been created by public 
differences of opinion among some Ministers regarding the role of 
foreign investment, and by publicity given to a recent Government 
decision to deny the acquisition of a Brazilian firm by a European 
firm, The Government is currently reviewing its policy toward the 
registration of, and payments for, contracts involving technology 
transfer, including the relationship to the limits on profit 
remittances on foreign investments and to balance of payments effects. 
US exports of scientific equipment and services might benefit from 


the Government's higher 1976 budget for science and technology, 
Cr$ 3.6 billion, up 157% over 1975 (in nominal terms). 
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Tourism to the U.S. may be affected by a new Central Bank ruling 
which prohibits loans for foreign tourism, The frost may cause 
an increased volume of imports of U.S. wheat and it has brought 
higher coffee prices to U.S. consumers. Higher soybean output 
will result in greater exports competitive with U.S. soybean 
exports to other countries. 


The US is Brazil's largest trading partner and largest foreign 
investor. The US exported US$ 3.1 billion in goods and services 
to Brazil in 1974, and imported US$ 1.7 billion from Brazil. 
US/Brazil trade fell slightly (in nominal terms) in the first 

half of 1975 as compared with the first half of 1974. The largest 
categories of US exports to Brazil are wheat, jet aircraft, iron 
and steel, phosphates and super-phosphates, and electrical equip- 
ment including instruments and appliances (see Table). According 
to the US Department of Commerce definition, the book value of US 
direct investment in Brazil probably reached about US$ 3.5 billion 
at the end of 1974, up about 10% from the end of 1973. At year-end 
1974, US direct investment accounted for one-third of all foreign 
direct investment in Brazil. 
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